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as a guarantee that a proposed loan was commercially sound. More-
over, the ordinary citizen did not realize the implications of the
Government's change of policy in regard to the protection of his
interests, and he was inclined to interpret the State Department's
notification that it had 'no objection' to his purchase of certain
securities as an undertaking that the Government would take steps
to safeguard his interests if the need should arise.
Thus the system under which issuing houses consulted the State
Department had undeniably helped to promote the sale of many of
the bonds which were in default by the end of the year 1931, and it
was natural that the system should have become the subject of
considerable criticism. The critics did not fail to point out that in
some cases1 the State Department had given its approval to a loan
against the advice of the Department of Commerce, on the ground
that the political consequences might be serious if objections were
raised to the proposed issue. In June 1930 the Senate passed a
resolution asking the Secretary of State on what authorization,
constitutional or statutory, the Department based its right to approve
or withhold approval from foreign loans. Mr. Stimson, in his reply,
expressed the opinion that the Department's action was in accordance
with the Constitution and the revised Statutes of the United States,
and denied that there was any interference with the powers of the
Federal Reserve Board. On the 26th February, 1931, the Senate
passed another resolution declaring it to be 'the sense of the Senate'
that the Department of State should 'desist from the dangerous
practice of involving the United States Government in any respon-
sibility for foreign investment loans'. On the 9th December, 1931,
a resolution was introduced into the Senate by Senator Johnson of
California calling for an investigation of the sale of foreign bonds or
securities in the United States. The hearings on this resolution, which
occupied many weeks of the Senate Finance Committee's time during
1932, gave an opportunity for the ventilation of the whole question.
Both the State Department and the bankers were strongly criticized
by many witnesses, and the means by which some of the Latin-Ameri-
can loans had been obtained were described by Senator Johnson in
March 1932 as 'little short of nefarious'. These attacks upon the
policy of the State Department did not cause President Hoover's
Administration to modify their view that they were not called upon
to take action to redress the grievances of American citizens who had
purchased South American securities. Early in February 1931,
1 e.g. in the case of a Bolivian loan which was issued in 1928 (see p. 397
below).